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Alan F. Ciamporcaro
Vice President

1275 Pennsylvania Avenue, NW., Suite 400
Washington, D.c. 20004
(2021383-6416 EX PARTE OR LATE FILED

PACIFICDTELESIS~
Group-Washington

..

October 29, 1996

William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, NW, Room 222
Washington, DC 20554

Re:

DOCKET FILE COpy ORIGINAL

CC Docket No. 96-45, Universal Service

Dear Mr. Caton:

We would like to respond to certain statements made at last week's meeting of the
Federal State Joint Board in CC Docket No. 96-45, concerning whether loop costs should
be considered shared costs, or whether they should be directly allocable to basic service.

This issue has been considered in California proceedings. The California Public Utilities
Commission has held that non-traffic sensitive costs should be assigned to basic
exchange service. "We concur with the general principle that NTS costs should be
assigned to subscribers' basic exchange services."·

Economic literature supports this determination. Attached to this letter is a recent article
from the Administrative Law Review in which explains (see pages 230-233) why loop
costs are not common production costs to local exchange carriers and should be directly
attributable to subscriber access. The article also explains why subscriber access should
be considered a separate service (see pages 234-235).

As Richard Emmerson pointed out to the CPUC, "Ifend user charges/or the loop do not
cover its costs (e.g. imagine a customer who buys nothing but flat rate residential
service), then the costs must be recovered elsewhere. This is precisely the type of
implicit subsidy support which must be made explicit in structuring the Universal Service
fund? To comply with the dictates of Section 254 (requiring "specific, predictable and

1 CPUC D. 94-09-065, p. 44.
2 Direct Testimony ofRichard Emmerson, R. 95-01-020/1.95-01-021, pp. 17-8 [emphasis

original]. In fact, in Pacific Bell's network, approximately 30% of our customers are
in the precise situation posed by Dr. Emmerson. They buy flat-rate residential
service and have no additional usage--no toll calls, no vertical features, no voice
mail.
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sufficient Federal and State mechanisms to preserve and advance universal service") the
cost of the loop must not be considered a shared cost, but must be assigned wholly to
universal service.

In addition, the Subscriber Loop Charge should not be eliminated. The SLC is an explicit
mechanism which recovers a (large) portion ofthe interstate contribution to universal
service. It is not an implicit subsidy, and does not need to be eliminated in order to be
compliant with section 254 of the Telecommunications Act.

Sincerely,

~f~~
Alan F. Ciamporcero

cc: Universal Service Joint Board and staff
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THE ECONOMIC NECESSITY
OF AN INCREASED SUBSCRIBER

LINE CBABGE (SLC) IN
TELECOMMUNICATIONS

SIrw G. ".,.,.

I. IDtrocIuctioD

T e1ecommunications cultomers have a cIedic:Med communications path from
their premilea to a local telephone COIIlpUly switch that provideI them

with access to local and 10ng-diltaDc:e teIecommunicatioDa networb. The vast
majority of the COlt of thia subecriber ACCeII doet not vary with "traflis.::'..<the
volume of calli). Traditioully, in the rquIadon of telephone IerVice in the
United Statel, a poniOD oftbae ..DODU'IdIic:·....mve COICI'" ofprovidinl final
customers with accea to the teJemmmUDic:aliou netWork are aDocued to 10DI·
diatance service, and in panicular to interstate long-distance Iervice.2 Prior to

• Oivilion MMlp! R.epIa&ory ud 1Jripri- Suppart, lDIerudouI. PIa.D. £co-
DOrDic:a, UDiversicy 01 CaliIonUa. s... IubaIra, I•. nu. +_ die opiIIiae 01 the
au&!lot aDd doeaftDt..-rily~t.- arpoliliaD olSIe e-uni·
caciClDl OI'.y of iu IUbIidiariII. ne audIar ww.• tta.klt.icllllld Ifanpuw, ."........ Lanoa,
no... MakarIwicz, M-.m sc.rby, MIl MidIIII z...-rar WpIuI CIOGUDIDti 011 eartier drab.
11IaDJg in puticuIar an due to CIIriI anm. ... .-n:Ia _i.lpee.

I. nit term ia""""" lIIId ill .-_niclci-l, ill~ to die _it term
"&xed." s., '.", Alfred E. ICUD, n, /tal .. MM I.... r..... ,.."" 1 YALa j. OK Ibo.
I", 140 (1984). A IDOft KCIII'IIe tenD it "¥Wall ill 'dOle COlt" • diICiDct from CC*I that
vary willa volume or adIc. , ,

2. ne IIIocIIioa occun tJaJaup .,.- olll,I • __. s.".".JJ."
I. rw NYNEX r..ua. ,... .. ,.... u.;.".J .5iniIr .... Cnur .,' &1' ••••" ......Jw W....IJtPrr.'"CIS e-.un.. (DIe. 15, •.,) (I!ldIibit 1) [heniuIter N7NU n..iIiw
,...) (OR &Ie willa ); a.--r w. CaMIw-L, AnD ,.1aAsw: U.S.~TIONI
Ibf " Mou CoIIA'amYa IaA 24-27 (1911); PIII"D TIMIbf, Ta,AU. CW,. Ia.&. SYWIIl: A SnJDy
iIf'.... AD POU'E'IllIlt-27 (1111); ..... M. ~.1wtD V_IALIO,~.
TbOIlI PucINO T.....Y AD.PaAcTtca 21' (19I1);j.... T. W_, TIta EcIMtClllllCl CW TIucoM·
IoRINICAftObII: TaoaY AD PoucY 2-5 (11e7); K.IIlaa.,.",. ... 1, at 141-42: David L. Ka.nuD
et aI., "'--s. 7l.. '''1 I: ..,.. • ~ ~ r." 2 1- cw Ibo.
£CO... 231 (Itto); Paul W. MIlCAwy. K-.da ...·nrm, ., lMiItt: n,ATfIIT~
_1111.,.". rill . ,. II, 1 YALaj. all a.. 1,2-9 (I.); PIUI W. MaAvvy. Keueth
RobiDICIII,~ ., jflflMM JWiQ__ ,: n, 1frII r_". ATfIT Dil g', r, 2 YALa j. all Ibo.
225, 228-30 (1115); Peter TIIDiD • Geo6ey ......, c..-.w '£ ........ r......~, 21
WIU.AM&1'ft L. Ilav. 144 (1985) (bereiaaIer Taaia. Pews,~); Ptter TIIDiD 6:
Geof&ey Petcn, Is NUs., Snt,ar .. n-,? n, Orip. " r..... .... c, 75 £coN. HIlT.
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the 19801 the COIU allocated to the interstate juriJdictioll were recovered through
the iaterllate Ioa,.eliltuce rata of ATItT.J After the cliveltiture of ATItT, the
local £Ki1itia c:onnectial final e:uatomen to teIecommuicatiou MtwOrb be
came the .... of the Bell openOn. CClIIIIpIDieI. The iDtenWe lIIoc:ation of
the DODtrdic-teDlitive COItI of thete faci1itieI iDitiaDy wu recovered larp1y
throuP • portion of the per miDute cIaarp to the .........ce (interexcbanp)
carriers c:.IIed • Carrier ComIDOll LiDe Cbarp (CCLC).· Thia is part of the
IWitebed --=-dwp paid by iDterexdaup CUTied for UIe of the Ioc:al network
to completeIon~ c:aIIa. In 1985 • aublc:riber IiDe dwp (SLC. at times
ref'aTecl to U aD end \Iter COIIUDOIlIiDe charae, or CUIIDIDeJ' IiCCllllIiae c:ba.rse)'
wu iaItituted to recover part of the DOIlCI'IIic-IIIIIitM aublcriber acceu costl
that bad heeD allocated to fedenl juriIdictioa. The S1£ is • ncurriD. monthly
c:barse pel' sublc:riber acceu IiDe paid by fial teJecommUDicatioDl cultOmen
and is completely indepeDdeDt of the CUItolDal' UIIp of the tiDe.

Today, the iDtentate SLC pnerates approximately 16.• billion iD UlDual
revenue; however, intentate switched access COIltiDues to pnerate over $11.5
billion in aDDual revenue,' IarceJy to contribute to the nontJ'affic-tensitive
COlt. of subscriber access. Although the SLC has been dilCu.-d briefly in
a few law reviews,7 economics, policy, and telecommunications iDdustry pub· -

324 (1115)~ Temill ......, Is H~ ........ n.".'J; RicbIrd H.K. Vietor•
..tnrr....,,,.. a.M, ill """'- eo....liliOll III~ftQIII 41 (S4cpbaa P. Ind1ey
• Jerry A. I'- ..... 1_); JlicMrd H.X. V.. • DeIdraI L. DavidIaD, .I.~ ..
IWiIiG -JDow 'i . 711/".,. T........,a.,.. 5 J. PoL'y • AIiAL~ 3. 6 (11185). Local
leII,..". 9. niel JlI'OY* __ iDar'IIt-. .me. (p8aIIy ,.....NlVI1 repJaticm by
• .. puWic udIily or .mcc COiiUDillion) ud ... iDtenal&e (replIIed by die Federal
ConuInmicIIiau ec-mi-im). eo. aloe•• it ibenfore required to divide rae n:YeDI&eI. ex'
peuea, ,....... capMl COIla betweeII tt.. iWV ......, juriadicdoaI.

3. 0dIw canierI ,.. accea .... alter rae IO'CIIIId ENPIA decilion. S-
Exc....... N«wark FIlCiIitieI for AcaII (ENFIA), 71 F.C.C.2d +M) (1979). s.",.,.JJy
Vietor, ,.. Dale 2•• 85; V DaWIaoa, ,.. ftCICe 2•• 6-7.

4. A oCt• ....,. _IiIiYe aecwort COIiI ., IIao .covered dnuP pM1 of die
swiicbiat , beyoDd eM CCLC. s.. '.1.• NYNEX T "., .. iIOlC 2. at 3.

5. "... "!lid tJ.. CC•• tIl LiM" dIarp (ltJCL) waI oritiuIIY .,'a,ed. S.I. ff

MTS ... WATS MarIret SItuaure. 93 F.C.C.2d 241. 211 (1_) (1'1Urd &epon ud 0rcfeF)
(ac.hlWrinralr&iiliiiclll'" for rae ..... nlCIOftl'y or.....ati.. pcrtioa or rae fbccd acbanF
pIaaI COIiI per liM daarp upon eM 11IIII. tIaiI ... wu modifted oa
.......8iiwa). TIle "CuItaIaer AcaII LiDe a.arp" (CALC) .. o6eD IIIId IIOUDd 1985.
The cena "p t I= ibei line cbMpu (SLC) it DOW die IIIOIi CGIiUIIOIl cena IDd wiD be \lied ibrouBbouI
dais aftide.

Ii. '.C.C. SrAftII1CI CW CoMMuInct.ftOIiI~ c,.. 230, Table 6.2 (1993/1994). III
addidia. , awiedMd IIId ..... ,..,.. over , biIIicD uauaIIy. It

7. s. ... L.IIada. ~Jt.ilI.A' ....... .-.. nr,.... ...... Od.
ar,.../'MpIJ "1 Dlf4 'ai -. 76 a.o. L.J. 51, iO-62 (1917) (-cioariar coepuriaaal
oppoIi- lID'" SLC IIId ...,.. in inautioa); AIInd E. KMD • William B.... c....1_
ill 71' u •. u~: Pnaitt. 4 Y~J. ON 1lIo. 191. 1.97 (1117) (briIIy dilcuainl
rae IChIaI u.c.a- in eM SLC ud ........ in coli pricII); A.......... C. I.anim
• Nut E , ... .s.~ fw 71« • . It u: a- II.- WM( " 11M 1W/¥
UIiJit.! L..!, 14010. MAIOIi tJ. L. llav. 9f. J2I-29 (J991) (Mlali_inr die SLC in • calculetioD
or ........ 1MPdIIy _ .... biI); AIa-.Ier C. I.-.. • DouIIM fl. Mudd. Cd, ....n ..
T.. . s' b 1Wiq: ..t ,......c.",."'n • '"""'*', 21 CAL. W. L. R.av. 263. 313 n.31
(1991-1992) (-lioaiDr dw inc:reaeI in rae SLC allowed lower Ioq-diItuce ....); IlandoIpb



•
SPRING 1996

\ '

." -:.} ."'~\' ..
. ., ~".'"

. ,''':''.,

lications, I there exist. no single comprehensive written treatment focusing
on the policy implications of the SLC and switched &Ccea charpa. However,
this topic i. growing in imponance and hu been railed in two recalt .peeches
by FCC Chairman Reed Hunt.9 This article describes why it is neceuary
and appropriate to increase the SLC .uch that nonvolume sensitive c:barJe1
(the SLC and the basic recurring monthly telephone bill) fully recover the
nontraffic-sen.itive cost. of providing aublc:riber &Ceell. This iacreue will
allow a commen.urate reduction in switched access c:harae. to lOD.-diltance
curien, producing reductions in long-distance charges to CUltmnen.

This approach represents sound businas polic:y, public polic:y, ad rational
economics for several reAfOns. In section D, loop coati are shown CD be directly
attributable to subscriber access; they are not COItI common to the production
of all telecommunications services. Loop COItI are often miatUenIy CODIidered
as common production costs for several~. Perhaps the IDOIl typical mis
take in evaluating loop COltS is thinking of them from the PClIpective of the
customer rather than the Local Exchange Company (LEC or local telephone
company) providing the service. Subscriber acccu and the loop may be conaid
ered a common COlt to 1M ClUUJmIr, but this does not make the loop a common
production cost to tIu LEC.

Section III describes why, even if loop COItI were to be considered common
costs III tIu LEC, one cannot jultify high switched &cccu charta (ADd therefore
high long-distance charges) through the ue of fully distributed COltS. Fully
distributed cosu have been thoroughly discndited in legal, economic, and mana
gerial accounting literature.

Section IV discusses why subscriber aa:ea it a separate 1CI'vic:e in its own
right. It is typical in unregulated markets to consider ingresalacccll as a service
in its own right, recognizing the colts of the service as such. The COlts of
subscriber access should be recognized for what they are and should not be
hidden as costs allocated to the traffic-seDJitive switched acccu charge.

J. May I: Ricbard S. Whitt,I~ Smiat ill 1M Iggo,: .c e-.. ill R;+;,.. 1M s-jiMI
Uus ef /tttJanriiIJ Poliq, 8 HICH TICH. L.J. I, 12 (1993) <_tioDin. that md II8Cft lIllY a fIae·raud
SLC).

8. CIANDALL, .. note 2, AI 30-33, 133....2 (cIiIcuIIiD. die fUatory of eM SLC aDd die
inefficiency of intetexehante carrier aecae ctaarps); WIIlDU.I, ,.". note 2, AI 165; JClIllPh P.
Ganoe! aI.,/.""..s.nJdIM.e-~.4",3 t.o. EcoN.A: PoL'V 333 (1->(-1ioaiDa
die SLC in delcribiD. carrier COIIUDOD !iDe ctaarps ad ... forecutI ....., to • CCLC ....);
Terry HalpiJI et aI., nr u. CAIrp ,.... Htu e-.J • IJcrtM ill T BiIb, 4
TILMAncs8 (Nov. 1987) ( ininl die eftiIcu oltbe __ ,2 SLC 011 CUIIOIDII' ); AIr.........

C. Lanon et aI.• nr EJ/ftt.~u.c-.. .......t'r' T...... BiIb. T Pex,'v.,
Dec. 1989. AI 337 (examinin. die efhcu 01 a '2 SLC aDd '2.60 SLC 011 mid-M'~
bills); Vietor, ,.". !lOte 2, AI 8$-89 (tIiIcuIIiDI die SLC, carrier COIDIDOD liM c:lwaa IDd timiD.
of daarps); Vietor A: Davidlon, .". noce 2, AI 10 (1rridy dacribin. the SLC, carrier COIIIIIlon
line cbarpI and concerns over eeonoraic eflicieDcy).

9. S. Reed Hunt, Remarb AI die FaD luIinaI c.Mence 01 the CompetitiveT~uni·
calioftl AIIociation in New Orleanl, Louiliana (Oct. 10, 1995) (011 file with autbor); Ileed Hunt.
Remarks at die National Conlulllen Week Sympoliua in WubiDpcm, D.C. (Oct••, 1995) (on
file with author) (Iugesting consideration of an~ SLC and reduetiou in twiu:bed aa:eaa
charpt).

~~I
j:

I

'~!JI
'1:";
:t'

t,.
:f. I

t! !

i:

h
I
I

1
.!. il

:1
'I: i

(,1

1~·.·1.:.··
I 'j: i
~'. '11d'

I',

1!ti1
·11.,

Ii

.
'.



. "',
.., ..... '

. .
,

~ ~~. ~':':\::(:~'::~.: ~;.::~.:<:~:..:~.. ;
'. I·'·

230 41 ADMINISTRATIVE LAW R.EVIEW 227

.
'~
..

Section V exp!ain• why u iDcreue in the SLC iI economically efficient.
Economic efticiency requires that priCII Cor III'Yica reflect the COltS 0( produc·
tion. Specific:aUy, price ItI'UCtUreI lIIIouJd reIec:t COlt lU'UetureI. NODtraftic
..rive COlt. abouId be recovered tbrouP DODtraftic-teDlitive c:h.u'pa sucb u
a SLC. In 1ldditioD, CUItOIDer danud iI reladYely UDnIpOnaive to an iDc:reue
in the SLC, while demand for tal .ad ... IeI'Vic:a iI aubMaDtilUy more
rapona;ve to price cUD.... AIIo, hiP awitdaed acceII rateI eacourap uneco
DOJDic bypua 0( LEe lIIcilitiel. TheIe ktan provide D:Iitioul ecoaomic sup
pon for iDc:reuing the SLC with a COI'ftapnnding reduction in twitched accea
c:barps.

In aectioD VI, erilIIDce is "amiNd daM iadic:atel that an iDcreue in the
SLC need not raie tIOtIl CUICDlIDU billa or barm 1IDiverAl terYice. The ave...
CUItOJDer will receive a aet nduc:tioa ill tIOtIl I:JiIIiDI when a SLC iDcreue iI
iDltituted ill combiDlldoll with a reducdoA ill awitebed acceII c:Iuu1a (ud u
expected reduction in toll prices by in_ad". carriers). Total billa mould
faD for the avenp aeaior c:itizeD aDd the averap Iow·income citiseD. In fact,
mOlt customen who diIconDeCt IeJ'Yice do 10 becault of hiP JoDg-ctiatance
c:barps rather thaD becault of the 1oc:al1tJ'¥ice aDd SLC c:barpa. The SLC CaD

be iDc:reued without cIamqe to UDivenal aervice. CODCeru reprdiDg UDivenal
lervice are better met with tarpted Pf'OII'UIlIsuch u "Lifeline" or "Link up"
propam. rather tbaD a broad·baIed appro.ch of minimizing monthly rec:urriDg
c:barps for CUltomen that would remain on the Detwork regard1eIa of the level
of tile SLC.

Section VII provicla u important caveat reprding frucbiae obliptioDi and
oae-rime facilitiea plecemeDt COItJ. Becaule of the &aachiIe obIiption to ItrYe
aU euatomen in a tiIDely faIbioD, facilitia mu. be in place well in advance of
actual cultomer cIerund, This obliption create. a trerDeDdoua potential to
straDd faciJjtie.. Struded facilitiea and IUDk COIU are valid componenu of the
rate bale for traditional rate-of-retum resuJatioD; however, thae coati should
DOt be uaed in ~Ibliahing the lower bound for pricing Itrvices.

II. Loop CoRa Are Not CoIDIDOD ProductiOD CoItI

TraditionaUy, the term "common line" wu Ipplied to the "loop" (pnerally
a pUr 0( twilled copper wires and a portion of the c:apacity of the iDfrutrueture
neceuary for the J.oop, such u conduit, trench, IIId telephone pole space) and
other facilitiea coDDeCliDglUbicriben to local and long-cliltance networka. The
tenD "common line" wu employed becaUit the same line wu "UIed" for both
local and 10ng-diltaDce c:a1IJ••o For a variety 0( reaIOm, ualyaia of loop COltS

iI auaceptible to logical error. A true common COlt is a COlt that mult be incuned
reprd1eu or the volume 0( auociated individual Itrvices. When coDJidered
c:are1Wly ud properly I it iI clearI from the weight or economica literatUre on

10. S. '.,., I. " MTS ... WATS Nmet ScNccure, 90 F.C.C.2cI ISS, 1+2 (1912) (defbliD.
CGaUDCIIl Iina u "1iDII dial caD be III.t far bodl 10caI aDd iDterIWc 1IeI'Yica. . • .").

... ...' , '. •• I. . 0' .:. ~ .... ...... "."
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11. s., ,.,., WDDUI•.".Dote 2•• 177-11i XaIua...,..... 7,.200-10(........
.. flIIIIcia .. haw led to the arH ··f ... alloop COllI. CIllIDIDGII COllI); Da¥id L x-.
6:JohaW. Mayo.e-~.71' . 1# u: ...........,..... l ...... T.......
1'MIv, 11 YAU J. 011 lba. 119 (19M)i s-e G. Panau. S- Y.,. A,,4Ir x..- ..a.: u.,.;.,
MJIlu .. Cau -1'MIv T...... s.w., 11 YALa J. 011 R.Io. 149 (19M) (.,.Itd.. lID KIba
ud Shew', .. c.u.a.).

12. Local~ TraDIpOIt ...... (LAT....) are the"""'" poiDt vi ....• M·· betweID
local t*pbaae COIDpuUII .... 1oDf d·.... COlD,.... Ii AI the diWIIiturc vi AT6:T.

13...... practiclll 1IWteI', the capIICity vi the loc8I acIt· 1iDe will DlIt " ..." widI •
typical mer- ia the UIt of the 1iDe. 'I1IereIore. IIIeItraftic or aD mer- ia IIICI~ cIoea DOt
pndude aDy other IIIeItraffic.

14. P_. "",. note 11. AI 158-59.

the subject, that loop COstl are not common COstl." llather, they are directly
attributable to the lervicea that caute them (e.g., private Iiae, Ipecial KCCII,

Centrex, and the subscriber aa:aa componeat of buic leal ncban. Iervice).
There are IeveraJ reason. why loop costa are not common COIU, SOllIe of which
are treated here.

Fint, it hu been suggested that the loop is a common COlt bee'" IeVera1
lervic:a or cultomen may ute the loop or benefit from tbe loop. However,
whether a tervice or cultomer "benefiu from" or "Ulan a fIlCility or COlt item
does not mean that such a lIeCOnd tervice or cultomer~ a COIl. A loDg
distance caDer may "Ule" inside wire, a PBX, terminal equipmeDt (e.g., a
telephone bandIet and bale), aDd even a hearing aid to complete an iDcraLATA
toU call. 12 Obviously, the simple Ute of these items by the CUItOIDeI' doea DOt
by itJe1f make them COltS III till LEe of producing the toB call. "Ute" or "beDe
fit, " by itJe1f, does not indicate whether a COlt is direc:tly attributable (iDcremeD
~) to a lervice or whether the COlt is common to the Iervica thaa "ute" or
"benefit" from the cost item. Colt requires that one service~ an a1tema
tive activity or lervice that has value: that a cost is actUally eauted. For example,
when a cultomer orders a dedicated circuit, the customer'. order preduda any
other customer &om using or ordering that panicular circuit. In contralt, a
minute of local usage over a basic exchange line does not preclude a IUbiequent
toU caD or the use of a venical service. I'

Second, in dealing with the COItJ of subscriber KCeII, it is euy to confuIe
the perspectives of the customer and the tervice provider (the LEe). Althoup
the price for subscriber uce.. may be a common COlt III '* AIItirImIr, loop COItI
are not necesurily common production coltllll 1M LEe. I. It is certainly poaaible
that a customer may purchue subscriber access for multiple activities. For exam
ple, consider a hypothetical firm that has two produeu-computer network
consulting, provided local1y, and penonal computer software, sold internation
aUy. All the local telephone caJla made by the fInD are for iu computer network
consulting, while all its long-distance caDs are made specifically for itilOftware
produeu. The firm pays a monthly fee of 'SO for sublcriber acc:ea and pays
separate charges for local and long-distance caDs. This fInD may weD conaider'
the 130 subscriber access fee to be a cost common to the provision of ill Iu10
produns, consulting and software.

1.,... SMhscriMr Litu CJwrt i"T~ 231SPRING 1996
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Economic principles indicate that loop COItI are not COIllJllCm COltS"'" LEe,
but rather are incremental to the IeI'Yic:a that caule them (e.g., private liIle,
tpecial acc:eu, Centrex and the sublc:riber acc:aa compoaent 01 bMic Ioca1 ex
cbanplel"Yice). Since loop COItI are directly attHbutab1e ma..ental COllI, they
mUll be recovered by the IeI"Yic:eI that caule them to be incam:d. T'bae COItJ

cannot be allocated to other Iel'Vica aDd should not be reccwered throup the
pricing of other semces such as toUt

II. o-.IIy, bowe¥er. fully dilaibuted COllI_ploy _bedded~)_tiDimea-__ or CI*. wfIIIIt ecxmomic or CI* aN ...,.aM.
It. rar-........ 11. II 166 1l.70 (citiDr IMaY 01 tbe l'aIlowiaI ). .s.1. ,. ee.l

1lueI GuideHDII NMioDwide. 1 I.C.C.2d 520 (1115); I. CouNoa. a. aac AIMIou, Alt·
NVALRuoa 127(1986); WILLIAMJ.IAUIIIOL. SuIaF....... IS..."(ltII);J_C.......NT.
PanJcIR.a a. Pwuc: U'I'ILI'I'Y!lATU 411 (1911); J. MAuuca CI.Wt.~ .. ,....IaDllOMlCl
a. 0v'aIaIAD ConI 1+ (I92S); AItll P. PII_ ....... Ta Da.IaoIA • PUIOHT~
1lIouLA'I"IOJII ISS (1_); PAUL J. GAUIa.D It WAL&.\CIII P.~. PuaIl: tJm.rry I!.cIcIIJowlCl
140-41 (ItM); WALTU B. McPAIIINlD. Cotarrs Poa MAK......-.or ACIoaIII illIG 46 (1.);JOIl1I
J. NAIIC&, Sft.AIIt a. CoI.oa: 1'JIa SaLr·DanUC'llDll a. IaNaw~ 72. 250 (1 )
(cIIIcribiDI tbe me .... 11IIII by 10 nport ,.... cae Souda~ to
.....1l11"t wIIida wert"'" 11IIII to _ cIIciIiaD); Du-.. r. r-w., PvaIc
RlauaAftOIl. __ I""(I.); CIIAAD r Ja.• THa Ie RIauaA'I"IOJII
Sf5·H (198); Ma.ftIlf .... ft 41.......1l~W. 1aaJIcaIoca: TaT AIlIt SIIoJrr
CA8I 3&7 (4da ed. 1975); AaftIua L. THaIrAa. THa Au.ocAftOIl ,.....: PAIn'Two 156-57
(1"+); W ,.". .... 2•• 17+; W'" J...... « II•• 71I/W,,/ CM ....~
1'WlilJf " .s.w-. S5 J. Bus. S57 (ItIZ); W-. J. BaUIDCIl It G. W". F.uc..a.. c..., - .,....., ,.,.,.. 12 YALa L. J. 6S9 (It7S); IlaMId A•
..,. "NJ, DiIriwI CM 1'riIilJr"~ I 11 a.u. J. 112 (I.); 1loDIId
Il............ o,a..J JIIMiIw Will /...." eMIl 1•• AM. Icoll sa (It79); IloDIId
H. e-. 711 n., "NW UIiJiI.1 ".,.,_I" Allii ... I ...... J. MoIn'. Sc:J. 113
(It70); Jolm Dearden. e..t......,e-"s.m.~. flAav. Bua Sept..Qcl. 1978.
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III. ruDy Diltn1Matecl Coati Cumot Jutify
HiP. Switebecl Acceu Cbarps

Even if the loop were a;;naidered a common COlt to the LIC, the CCLC iI
not jUltif'ted aDd should be reduced or Niminated. Tnditiouly, loop CDICI have
been allocated to fede")' jurildic:tion to reflect intentate 10Df'diItuce caBing
that "UJed" the local loop. ThiI procell is a form of CuD aIIOCIIioD or dilaibution
of COltS (FDC). PDC methods gaeraIly begin with a meagre of the directly
attributable COltS of ..mces and add an allocated portion of the COIDIDOD COltS

of the company to each service or even to each unit of Iel'Vice.II Unfortunately,
they are UIe1esI in advancing public policies that leek CD proICribe croa
sublidiel, npeciaJly if there are competitive pressures on LIC 1ef'Vica. ruDy
distributed COltS have no theoretical foundation, are nec:elUl'ily arbitrary, and
cannot be uted in any meaningful way to establish prices or let upper or lower
bounds for pricing. ThUl, they are ule1ela for establishing a ItaDdard for CI'OII

subtidy or anticompetitive pl'Ktica. The academic IiteratUl'e in the fieIda of
economics, managerial accounting, and law contain a wealth of artidea COD

demning me methods as the buil for business or public utility policies. It In
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compariIoD. the literalW'e contaUu very few n,oroUJ analYIel of FOe pricing
that are eYeD paniaUy favorable. 20

Thua, eYeD if one were to coDlider loop COltS u commOD COItI, arbitrary
aIIoc:atioDl of suc:b COItI are inappropriate. Common COlts are not recovered
by aIJoceting them; they are recovered only by providing services of value to
CUItOmen at prices the market wiD bear. In eaeoce. the market will determine
the 1eveI of contribution any panicular aervic:e can make to joint and common
COltS.

IV. S1IbIcn"ber Acceu Should Be Couidered a Separate Service

To CODIider the proper pricinc of telecommUDic:ationa services, it is important
to recopiae that IUblcriber IlCCeII is a IerYice in ita own ript.21 While customers
without KCeII can place outbound calla &om a pay phone or a neiJbbor'l houte,
mOlt people value private and convenient acceII to the phone network and the
capKity to make and receive calls readily. More importandy, providing 1Ub
ICriber IlCCeII involves COlts that can be identified lepU'&tely and attributed
directly to the 1eJ'Yic:e. Local telephone companies undeniably incur COltS when.
providing end UIeI'I with IUbicriber aeteII to the netWOrk. Theile COlts are
independent ofCUJtoIDers' uae of the network bec:auae they are mcurred whether
or not CUItOmen ae:tua1Iy we the netWork. A CUJtomer who demands IUbllCriber

II IS2; o..w R.. , ........e,.,,~I'rifiJw ia1W&~, ia Pu:INc III boU1.AftD

11IDUIftID: n...., An ANucATIOIf n U19-12 Ualm T. W..... ed.• 1979);"uti Hl&DciDpm.'lIr.,...... IfN.ri-I c.. ..... ia,.,~ If'-lhi6I.1B1t11~.55 B.U.
L. Ilav. _ (lf75); AIfnd E. lC.IIua• .0., ,.,.. lM/tiIfI"'" -1.MIIiIc F.,.,... 7 YAU J.
011 boo m (1Il1O); R.oben S. KapIaa, 0. c.. s"..1"."....,.. HAav. lui. Ilav.• Jaa.·Feb.
I•• 11'1; I.Mea'maa &: Mayo. ,.". DOte H, at 127; A'n,.... C. 1.tnDD. COIt~.
""..", ..e-......... 71hd II . stirv. 14 J. eo... L. 377 (1989). ,.,.... ill 12 Pua.
UftL. L. AIftwoLoo\o 283 (1M);J'" R.. JloIc, ApIstiM If~BItIIa .,.Ii. ;" T.......
...... H MIcH. L. Ilav. IOU (1911); o-p SweaIey, w-r-/."i .',v If FWl]~ COlt
1'riIiIf~ .. ,..",~ ,.,.,. IS ku. J. !aloPl. 525 (1912); W.A.. PATI'OIl I: A..C.
1.n'n.aoIJ, eauo.,.ft A.I:lcovJrnRO STANDAIIIlI 121 (I!HO), ,..;" William J. Vaaer. u..,.,.,...
tio.n.l .•• ,. .20 N:t:r. Ilav. JIS (J945); R.Gben D. WiDir I: WIDiuDJ. s.umoa.~
.0., 'P" P' u..c..., •'fiIa ... GaaiIIr, II bo. 21 (1917); WiIiaID J. IIawIaa etal., H• .t....,
it "......,",_, T""" 0-.- D.W If FwII e.at~, Pua. UTa.. 'OIT•• Sepc. 3.
1117. II I'; ..... P. Weld, n, n., -J~ e.at1'lViltf" UIilil.1 ltaJ. Pua. Um. 'oaT.,
JUDI 22, 1.7, II 15. s. ..... RAy H. GAUIIClIl.......~'..... A.ccov1nDa: CoNC&PI'I PO•
........, Colma&., n.c.o.r MAUIdl 594-. (5dl ed. I.).

20 _ ColT A.w:lcATIOIf: 1UntoDI, PauecIPLa. AM.IcATPOIJI (H. PeytOD YClWII ed.,
1915) ~, die friIIte oItiae_icIdieriplj.""'''''11 COlt IIIoctI:iau ill. (POJDeWIw)
paIidw IiPt """'10 ... die tenD to __ nItIiwIy .......-A IDIdIoda 01 COIIIU'tiDed priciD(•
... die CIIlIII cnIIIId by lUCIa Qlaalatiou do DOC COIdapCldld to tI'IIditioDtl a.cepu or ecoaoaaic
CIIlIII." '-. ,.. IIOIe II. at J66 D.7l. S. Stew G. PtnoaI. A. DeciIioD·Bued SpecificatioD
01 eo-, II (May 28, IttS) (lIIlpUbliIIIecI 1DtD1IICript, OD file wicb tIae audlar). s. .. B.wMoL.
SuNu~,,....... It, II 14S ("Sec:oDd. _ DOte tbM R.amIey pric:iIlr hal PllIDetUDa been
deiaibed • , ... 01 Cull CGIt IIJocarion PiaapIy becaua RamIey prica IDUIt IttiIfy (the equation
ill .wIaicIl die IlIIPl of IdII'Yice revea_ equla die tocal COlt of die Iirm). But that is • COIIlpIete
aaiIuDde........ 01 die 1DtftCr. iImllviq what IlDOWIIi to , play OD worda.·' 1/..).

21. s., ,.,.• W_... DOte 2. at 177-83; lC.IIua I: Sbew, ,.". DOte 7. II 200-02; ParIClIII.
,.". DOle U, at US.
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access with no intention of ever placing a call-the CUItOmer may desire sub
scriber access only to receive calls in emergencics-eaulel the same loop costs
u other customen that use the network frequendy.

Charges for access-like services are typical in competitive markets throughout
the economy. Country club and health club membenhips, rataurUlt minimum
fees, cover charges at ban, credit card annual fees, access fees for on-liDe com
puter services, and monthly fees for bank checkinglCCOUDtI Wustraee the pnctice
of charging fees solely for ingress. In real estate contncta, access KrOll acIjKent
property for a second entrance generally bu a positive price. Accesa-type lIel'Vic:et
are often 10 specific to the asset that the acceu facilities are purc:bMed ouuigbt
by the customer. For ~lt&nce, in paving a residential driveway, the property
owner generally buys the facilities providing acceu-a route between a prase
and the network of public roads. A fU'Dl that dip wel1I on CUICOmers' land is
unlikely to recoup weD digging COlt simply through "usage" cbargea. A ooe-time
charge for access to water (weD digging) is much more likely. Even when the
access facility is used by multiple customers, and when the cost of access is
relatively high, e.g., with a multilevel parking garage for a downtoWD shopping
center, there is generally a separate access (parking) charge.

Subscriber access bears conceptual similarities to an option clause in a
contract. Stock options, the right to purchase or seU stock at a given price..
are bought and sold in well-developed markets. Subscriber access to the tele
communications network with local meuured service22 is analogous to stock
options in that each hu a separately identifiable cost and each provides only
the opportunity for use. Also, with subscriber access and stock options, actual
use causes its own costs and hu its own charges. In contracts for commercial
office space, options to expand beyond current leased space are common.
Such options represent access to additional space and the option itself gener
ally has a price separate from the price for the actual use of the additional
space, if s\K:h use occurs. Thus, charging for access alone is a well-established
commercial practice.

As a separately identifiable service with separately identifl&ble COltS, subscriber
access should be priced to recover the costs it causes. An increase in the SLC
is an appropriate way to realign costs with the services that cause them.

I
I
I .
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V. An Illcrease in the SLC Will Improve Ecollomic Efficieocy

Economic efficiency requires that soods and services are priced to reflect the
costs of provision. More specifically, it is important to have price strUctures
and price levels reflect the "structure" and level of COlts. As described earlier,

22. LocI! meuured terYice i. a Ioc&I III'Vice pricinf medIod daaI !au oae cbarp .imply Cor
KCeII to die netWOrk aDd one or more typeI or IIIllp chupI (....... bued OD frequeIIcy,
duration. diltanc:e and lime of day of calla). The VUI majority ohni ~eDtialloc&I telepllonc III'Vice
in the United Stala i. flat rate ..rvice where acce. aDd Ioc:aI uap are buDdJed coptbet' with a
ainp c:lwJe.
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loop COItI are properly attributed to the 1el'Yic:a that C&UIC them. TbeIe COItI

Ibould be recovered £ram the IeI'Vic:a that c:auee them. Even if ODe iDc:orrec:tly
beIievea that loop COItI are COIIUDOD coaa, tbae COItI are uadeaiably nontraftic·
IeDlitive; where pouibIe, DODtrafIc·1eDIiIive COItI IbouJd be recovered through
DODtraftic..teDlitive cIIarpa.II TraIic-.....tiw ~ Ihoulcl reSect traffic
IeDIitiw COltS rather than DOntn8ic·1IeIIIitive COItI.

Such • priciDg approKb itlOlDetimel ..red to U lDultipan, DODUDif'orm,
or gonliDear pridDg aad it weD·1uIoWD aDd ..-.oy eadoned in economics
literature.It One-time DODJ'eCW'I'iDI feel, JDODtbly rec:uniDI fea, u-ee cbarses,
volume diIcouDtI, aad diIcaDc:e aDd tiIae-cll-cIay cbarpa are all aampla of
COIDpoDCDtI of. lDuItipan~ 1ppI'OlICb. The eflcieDt priciDg of telephone
terYice pncnIly requires • two-pan or multipart tarift' IUdl U • fixed c.barse
to cover the DODtnffic"leDlilive COllI of KCIeII, IDCI • variable cbarBe to cover
the traf6c·1eDJitive COItI of DCtWOI'It UIIp. Each COIDpoDCDt of • two-pan or
multipart tarift' mould rdect iu iDa_cal coaa.

Ia addition to traftic:·1eDIIitive COItI aDd DCJDtJ'a8ic·leDlitiw COltS that are
directly attributable to~ 1U'"+'ica, multiproduct te1ecommUDic:atioDI
finDI pnerally face tipificaat joint aDd COIDIDOD coati that are DOt attributable
to &Dy service. AI diIcuIMd earlier, the very coacept of COlt calludon requires
that common COItI DOt be allocated to the indiv1dual unitl of IeI'Vice or even
to individual 1e1"Vica. Certainly the joint aDd COIDIDon COIti of &Dy COIDpany
mutt be recovered for the company to remain financially viable. However, COlt
recovery it • prici.ng aad marketing decilioD that mould be hued on market
&Dd demand information rather than fonnuIM for allocating coati. The only
COlt information relevant to the pricing of uapltraftic it tnif'lC·leDlitive COlts.
A fixed monthly cbarp, independent of uaapltraftic:, sbould be uled to recover
the fixed COlts of providing CUItoIDer aa:ea to the network. A uaftic·seDiitive
cbarp for both local &Dd long-distance traffic should be employed to recover
uaftic·seDJitive COlts. 25

23. s., ,.,., Ka.nau I: Mayo..... II. 1l1S5 ("1leprdIaI oCtile poIicioD ODe adopu.
bowewr, dIIere iI DO~ jt..-i.[ Fa 6Ir • .,.. daM pI8CIIIabe bunIeb 01 .... DItWOrk
CIllIII OB~ priI:a."U); KMa. .... 1.11140-41; M.wA E. MARa, ACeua
Cons AIIIII!.Nfty "' ... 1.oclAI.~'ftDIII Nnwou.: A CAI& tOa DIl·AYUAGID IlATU
(Dep'. or Applied !coDamia, Uaiftl'lity 01 CuDbricfIe WorkiDr Paper No. 9315, 1993) (08 file
widl aucbor).

2•• s., '.,., s........ J. I: DAVID S. SIaaY, THa THaoav OP PuaIc UTIUTY PaJc:IJ'C
61 (1_); Euur GILLHOUlI: b:Iu.u J. ...... Ja., boULATD IIlIMlIftID 217-21 (llI82);
Mnamu. I: VCIOlII.Io"IItl, .... 2, lit 221; David D. FriedIDaD, 1. DttJ-M "'" u.-H.V
.....H.J DUnI' ..... 10 Ilu.J. 1t:Iow. 706 (1979);~ I: Mayo,,..,, II, 1112..26;
Hayae E. LIIMd I: Raben A. ...,..~ ,........ -.1.,.., :Ija &fi••, 7 Ia.L
].IcoIc. M9 (1976); ...... C. Lia.hrllild. r...,.,. rMluM c. .,...~, 61au.).
1'.coII. 661 (1975); A. MicMeI SpeIa. MfIIIj·~~~ p,;,., .. A......." c..
....... • 7 Ilav. or 1coIc. SnID. 821 (1910); Robert Willie,~ N.....~~.
9 8Iu. J. 1coIc. 56 (1978).

25. For"~. dIiI_ ..... dIM abe IIdtIiciouI COIl or --.riIaI adic iI Ie.
t.tuIa abe welfare pia II..- ...-e eSciaIc priciDf ..UllplnIic. or. ,,-.Jl7 W_.,.. IIOCe

2, Il 93-116; J- M. GrimD I: 'I'baIuI H. Mayor. n. w.,. a.;. rr- EJIDM PriIiaf t/
l-' r..... .s...ic, SO ).L. A: !coN. t65 (ll187).
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Traditionally, subscriber accetI hu been priced at very low lcveIa and iDterex
change carrier acceII and toU have been priced at very hip. 1eYeII•• The tradi
tional pricing of subscriber acc:ea at inefficiently low leve1llDd toIllDd iDterex
change carrier KCeII at inefficiently biBb leYtIlJ bu received ... atteDtion in
economics literature. Estimate. of the raulting loa in ecoaomic: welfare are
substantial. An anide by John WeDden and Bruce Epn21 pI'OYida an tltimate
that the overpricing of long-diatance service (toU price. weD in ... 01 incre
mental or marginal COltS) in 1982 lad to an annual lou i.D eroMIDic welfare
(colllUJller weJfare in this cue) of approximately 110 billioIl.- 'I'hey ll'imate
that the underpricing 0{ local exc:baD1Je KCeII (local prices below~ or
incremental COltS) caused only a 1.1 billion lou in economic: welfare.

Roben Crandall cstimatcs that by 1988, the inltitution of tile SLC ... reduc
tions in intenWe toU caulled welfare gain. from 1984 Iew:It of 11... billion
annually with potential pin. froID a further increase in the SLC 01 ".1 billion
annually in total." Crandalll1so ~im.te. that the remaining welfare piDI that
could occur with efficient pricing of interstate ud intruwe iaterexc:baIe car
rier llCCeUI1ong-distance service are 110.9 biDion annually." Bruce Et- found
that the overpricing of intrastate toU in Miaouri in 1979 c:auIIed aD annual
welfare lou of approximately 122 million. 32 Another study foUDd that the inatitu
tion of a $3.50 SLC lead to at leut a 1584 million annual welfare gain in
ponion. ofonly five states. " Furthennore, a later study found that the iDltitution
ofa $2.60 SLC lead to a $370 million annual welfare gain for raidentiaJ c:ultom
en alone in ponions of only five states." An anide by James GrilfinJ~ iDdic:atcs

26. SIr "..,.0, TIMDl, ,.". ROle 2; t.a-D L. JOIIlaON. RAND CoaP•• CowHiillON AIID

Caou,SUIIIDIZA110N 111 THI TILIPHONI IllDUITItv (UIl2); WUDUI, s.". DDIC 2; JIfty Hauaaa
et aI., n, £jftrIs _/ '" ... of ATrIT .. T.............. ail. U'" s... 83 AM. !coN.
Ilav. 178 (199') (bereiDaf'ter HaUlmUl et 11. 199'); itaim. ,.. noce 1; Itll ?ZU « aI.• ,..
DOle 2; TelDiD It Peten. C,.,·~. ,.. noce 2; TeaaiD It PeteI'I, Is Hu.,~ .
n.", ,.. ... 2.

27. JobD T. Weaden It Bruce L. EpD, n, IWfIJIirrtli.",./.......1'Jf'iIi-qJ-UST* .--
"""'1'Wiq, 10 T&LI.COMw. PoJ.'v 3S (1986). s. .. WUDlIU, ,.. noce 2, at 7&-90.

28. WeDden It EpIl, ,.. DOle 27, at :56. 8ecauIe ttIecomauiarioM _ rate-oC.
mum repalated dUMg tbiI time period. tbe act _ ill KODOIaic: weIIare Del 1_ ill
CODIWIIU IIII'pIUI, Le.• tbe fill _ by de&DitioD it ,.... tbroup to CIOUIaICft.

29. l~ The _ it much ........ IiDce tbe e&.iciry 01 deIDuId lor IclCIII .mce it .., ..u
relative to cbe eJuticity for taD 1ef'Yice. Tbe v_ JD¥wity of tIM dIuae ill ..-ue 6'ClIII dtiI .mce
repraeDCI • uuafer. PriciDt 10caI excbaDte .mce .......tiIIIly abow ita iw ..... COlt would
aimiIarty lad to • very IIIIlaII nduaiaD ill WIiIue; dIiI it preciIaly why ~priciJlllIpIII'OIIdIeI

.... tbat iDeIutic IeI'Yice IUCb u 10caI provide • IlIbIcaDtial~ to~ COICI

becauee CUItoIDen wiD coatIWiIe approxiIDately tbe d&cieIl. quutity I'f:IUdI- of tbe price. SIr
irt/N noce .,.

SO. CaAlCDAL.L. ,.". noce 2, at 140.
3J. r~ at I.J.
32. J-M. Griflill. n, w"..r,.,s :' rw"~.Iitj= ..",. n,,-.m

'" T* '-1'
... .1"IVMr, 64 1l&v. !coN. It STAT. 59 (1912). s. ... WIMDIIU, ,.. noce 2, at 83.

S3. fWpiIl et aI.,,,, noce 8, at 12. The INdy it for SouthwatensW~ IUritory
wbicb iDdudea ,omoRi of ArbnIu.~, MiIIouri, Oklaboma ADd Tau.

,.. SIr 1.arMm et aI.• ,.". note 8.
'5. Griflill. ,.". note 32.
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that. in 1975. the overpriciDc of toll aDd the UDderpricing of local lead to a
$1.1 biDion to $1.5 biDioD DMioaal aDJlual net 1011 in conaumer weI£are."

Some of the exiItiDc..._ of the economic: weI£are efFects of overpricing
toll aDd underpricing IocI1 IUbIc:riber accea Ire bued an prices prior to the
iDltitution of the exiIdD. fedenl SLC aDd the commeuurate reduction. in
switched ICCeII c:barpI .. iDtenIIte toll 1'IIeI." This factor Ibould work to
reduce the remaining welfare beDefit poIIible of a funher inc:reue SLC. How·
ever. two facton would c:aUIe a cunut DOIDina1 eltiJnate of die remaining
pocential welfare piDa froID aD iDcnue iD the SLC to be Iarpr thaD those
Iiated above. Pint, the..a'" abow lie iD1979, 1982, 1979, aDd 1975 price.
respectively; nominal vMaadoaa iD 19M would be IUbataDtiaDy hililer. And
IICOnd, the size of the .eI.COllll"'UDicatioD. marfret it DOW much Jarser. aDd
tberef'ore the potential .....j.ing welfare pUulre Iarpr.

Recent eatimat_ of the weIfan 6c:tI of the IIlOl"e efBcient pric:iDf of other
leLemmmunicatioDi lInica, IUCb • local ....... 1eI'Yice- aDd elimiftldng
free directory "-aace- lie eaou.p to IU" that the pial &om ad-
jultiDg the SLC could be quite u well. Abo, the c:urreDt pial from put
regulatory reform in the telemmnnuaicatioDi iDdUitry Ire eldmated to be be
tween $.73 biDion aDd $1.6 biDion mnuaDy whi1e the total potential pins lie

$11.8 billion mnuaUy.- CertaiDly, aD iAcreue in the SLC, aDd commenaurate .
reduction. in awitc:becI~c:e prices must accouDt for a significant
component of the tota1 pocerltial welfare pin.

In economics, welfare pial ad Iouea lie measured with respect to an eco
nomically efJ"lCient result. The ataadard by which "fint-beat" economic effi·
ciency is meuured is the qumtity at aervices that euatomen would demand if
services were priced at margiDaI COlt.·' BeeaUie of the economies of ac:aIe and

36. It II 65 ("11M eddiri-N ..............&oaa CI'M IIJlMidiMrioe wouW appal' ill the
..... ot$1.1 to $1.5 biIIiaD .......,.. ''). SUa die .-o.mllaic:adoal pnmd1111IIWe me-of.retlII'D
replaaed ill 1975 die Del .. ia I'IfI"*DCI • DII '- ill COIIIIJIIICI' IIJrpM. This
it die _ ill CCIIIIIlIaMI' IlIrpilIIdue to i r'aa· priciq ol1cul1aYice &lid toIIlCI'Yic:e beyoad •
.....-bIIC 01' a...., ...... of prica SIr .. aoce f2 031 Il.ulIey priciar.

37. SIr. Roben w. IWIa a: Jolla A. HW. 71w c.. .. ",." " .....: R.- .
~, 8 YAIo& j. 011 RIG. US, 261-71 (1.1) (clirn skl ......36 &lid E I JIIIlliac text).

,.. Grilla I: Mayor, ,.,.. 25. TInny • U to U biIIiaaI MU'are par
dIaa coaId be IJCiI.iewd tiarolaIIl to _ .D3INElicIlly eIIcieDt Ioc:II .mce pric:iq
oIlcal EIt'¥ice ia lieu 01 part .mce price. 11M au aoce .. ai1tia11ocaI
--IaYice~ ......, IIave ,.... EO hiP .. to IUbIidiae IIJbIcriber~.
SIr W....... ,.. IIClIe 2, at • (..ta our jtndI ••• ... COEIIaY8IiYe appraICIa could eaaily
Iaaft yieIdId DII beDeh 01 twice br GriMa &lid Mayor. . .."). SIr .. CIWfDALL•
.. aoce 2, II 141-43; , qw.w ,... " 1.-J T"...., .fniI.... AM. !coN.
Rav. 517 (1978)... cf. Rou.A E. 'AU a: ..... M. MrrcHaI., tv.N'D Cou.• 0Prnu.L
PIAa·1.oAD Pu:IMll fOa t.oc.L~ CM.u (1_) (iadial"'''' .....·1oId priciq." but
.... ......nIy JocaI __ ...... ..., _ -P"'" .......).

!t. Georp DIIy I: 'TIIaan. Mayor, 1''' '" '" V. tJj. AIJ.uiI¥ M".,: 71w u...;u of
~ , 2S J.L. I: Iaoat. lf7 (I" (........ the weIrue pia (rom e1imia.lia. Cree
diIweory II '.5 biIIiaaI ....aIy).

40. CIiIOrd WiaItaa, ~.n.. lit' •. 1J9I" .......t- Mim J1wUu. 31 J. !coN.
Ln. 12Q. 12M (1913).

fl. SIr",...u, JIG~ Paaca~ AIID AaoIu:A'nOIII 187-90 (1976) (providiq
- iacuiUve exp!Mecioa of eftIcieacy ia =:tn. &lid reductiou ill weIflue with variatiou ._y
(rom the efficient reIlIIt); W_. ,.. aoce 2, II 11-32.
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scope in telecommunications, it is not possible to price services at marginal
cost; the joint and common coSU o( the LEC providing service would not be
recovered. Under such circumttances, the second-belt ecoDOlllically efficient
result is obtained by minimizing the deviatiOb in customcn' quantities de
manded away (rom the rltlt-best optimal quantities. This is achieved through
"Ilamsey pricing": by instituting greater price inc:reues (ew inelutically de
manded services and relatively small inc:reues (or eluticaDy demanded ser-

• 42
VJCeI.

In telecommunications, customen' demand (or tolliervices is relatively elastic
while customen' demand for sublcriber access is quite inelutic!' In essence,
a cIoUar o( contribution toward common COIU garnered throqh an increue in
the SLC lead. to a very minor deviation in the quantity denaanded away (rom
the optimal quantity; however, a dollar obtained through switcbed KCeII charges
and hiper long-distance rates leads to a relatively larp diverpnc:e in the quan
tity demanded away (rom the optimal quantity.

In addition to the gain. in economic efficiency that can occur in the down
stream/rmal consumer market, there are efficiency pins that can occur in toU
production due to an increase in the SLC and a corresponding reduction in
switched access charges. It is now well-known in the telecommunications indu.
try that interexchange carriers, including interLATA 10ng-distaDce providers,
have alternatives to purchasing LEC access services. When LEe acceulervices
are priced substantially above cost there is tremendous potentill (or long-distance
providers to substitute away from LEe services, reducing ecoDomic efficiency
in production. 44 The alternatives to LEC switched access lervices are not

42. When Slich nwlaaps occ:ur with a siDpe lIDiI'OI1D price for each service. the approecb is
called Ruuey pricinl after economist. Fruk lluuey. S. FraDk P. Jluuey. A c:..i6wiIII III tJw
n-,.f T__, 37 !coN. J. 47 (1927). A derivMioD of lluuey priciac it CllD'.ined ill William
J. Baumoll: David F. Bl'lIdfonl, 0/JIiNI~J- M.,;.JCM~. eo AM. Eco!l. R.av.
265 (1970). Uleful peral clilc:uaiona of1luDley pricirar may be fouDd in &.au V. Buo I:JOHN
TICNwtAaT, NA1WAL MONOllOLY R.1G1J1",\'nOM: Plnlc:1PUI AND hAcTIca 55-59 (1_); SnPHuiJ.
BaOWll I: DAVID S. Smuv, TNI TNaolYor Puaac UTIUTY Puc..tO 39-45 (191&); Ka!fMaH E.
TIAIN, 0Pmu.L 1lIoIJ1",\TlON: TNI EcoNOMIC THIOIlY or NATVaAL~y 115-45 (1991);
MICHA&L WATIUON, 1lIoULATION or THI F.... AND NA1WAL MONOPOI.Y 2S-25 (1_); WINDUI,
nIfn nexe 2, at 67-77; !:DwAItD E. ZAJAc, FAWlIII oa EPP1c:Juc:y: AN IIIftIODVCTIOIl TO ru.uc
UTIUTY hlelNo 21-32 (1978); William J. BawDaI, R.wj PIViItf, 4 N~ PALOIAYI I>Ic:noNAlY

or !cON. 49 Oohn EatweJ1 et al. d., 1917). s.""..By AJ!W' Sudmo. fJIIi-I T......-All
I~ III IN LiImarr, 6 J. Pua. !cON. 37 (1976). s., I.,.. HeDry Me'...... ...., 1+itiIft
of I"". _ ~ M-fJfI1 "-.............. 1,..--fiw 1WiltMl1tIJII.s.w,. 20 J. or
TIAJIIIIOIT EcoN. I: POL'y 81 (1986); BIrbua J. Speacer I: JatDeI A. lruder..... 11M PriftttI
fj I'WIidJ~ I.,., 20 J. Pua. !coN. 113 (1983) (reprdiDl qpIic... of tbe priDciple).

43. s.,."..a, LuTu D. TAYLOR, TILIIXlMM11NICATIONI 0Dwm IN l'Doav AND hAcncI
85-128 (1994) aDd -.n:a c:iIed tbereiD.

M. s.,,-.Jl7 GUAU> W. Baoca.. Till 1'a..IcoaoMrIcATlOMl bIDUI,...,: 1'Ha l>tNANICI or
MAIUT S'ftUCTtlU (1981); UNITID STATU TIuNoNi AuocIATIOIt, BvpI\IISnIDY (1984) (on file
with author); Mm:HILL I: Vooaa.-NO, IrIJ/1M IIOIe 2• ., 216-21; WIJIDUI, .. DOCe 2, It 89-90,
161-67,253-78; StepheD P. 8nIdIIy I:Jeny A. HauGaan, F... c....,;n .. Tit lilllfiMl,
ill FUTUU CoMPITITION IN Ta.&cOMM\IIfICATIOMI I, 41 (Stepba P. Br8dIey AJary A. HauImaD
G. 1989); Bruce L. Epn I: SIIIIJI M_, """ is '" BJIiaU~. M Ta.. ENG'. I:
MoNT. 3! (1990); Gnmdon Gill et .... B.1I- fj l.-J o,.r.;., T.,.. <: ~ 'w 0".:. itin
.. PoIiq 1_. ill Fl1TUu COMPITITION IN 1'a.acoMMUNlCATIOIlI 1. 255 (....... P. BndIey I:
JerTY A. HaumlU edt. 1989); Peter J. G...... I: JobD S. Wmen. s.iIdW A- C..,...
ill U.S. T.,...,: EWItrtu IIIIiiI~, 1l&V. BUI. 19 (1989); Kuermu I: Mayo, IrIJ/1M note
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coDJtrained to iIlteracbaaF carriers; end UIm may 11Io c:booIe to deploy a
private tyltem or 1aIe «:af*ity &om a third pII'ty. In eitber iDltance, it is
quite poIIible that the IItenwiw iI more COIdy thaD tile proviIion of lervice
by the inaambellt LEe. aped'lIy when LEe tw;Iitiei aIrady exist. yet the
price to the finII1 customer of the altenwive illower.

VI. AD Iacreue is the SLe Need Not Iacreue CUItoaaen' Total
.m. or &ana UDiYelU1 Serricc

A common miIc:oDcepcion ill teIecommUDic:8IioDa iI chat the institution of.
or increue ill. a .blaiber tiDe c:barp wiD DeCllllrily iDaaIe the total bill
of raidential CUItOIDen. Beaw. 01 the pial ill~ic efIideDcy &om. the
institution of a SLC. a redue:tioD ill switc:bed IlICCeII c:UrpI ud a couequent
reduction in toD cbarta. CUICOIDaI, OIl avenp, IbouId be better off. Between
1983 and 1986. the infIatioD-.tjucecl total raidential tekpboDe bill for the
South Central BeD terri1Dl'y fell by $2.91 (6.9 perceIIt) while the biD for the
Southem BeD territory fell 17.36 (16.8 pen:ent).e Between 1983 and December
1989, the averaee price of Ionr-diJtance caDinc feD 44.5 percent iIltentate and
2•. 1 pen:ent iIltrUtate.4t

A study projected the e&ct of a 13.50 SLC and found that "(r)elidence
subscribers, on averap. would see toll billa 16.37 lower ...,,47 or a minimum
12.87 per moath increuc in consumer surplus per residential customer." The
13.50 SLC wu projected to lead to a minimum 12.77 iDcreue in conaumer
surplus for Mile tiDe bulinea CUItOIDers u well." A lacer study of the effects
of the federal SLC on residential bills!O wu even more dramatic. The study

11, at 137-38; lkfte G. '- at ...... I.. Wucl, ,.., $ill.', ri, lit 71.' 7.':' IU. 62
5. !coN. J. _. flO (1995); Sene G. r.... .. NidIIeI ... Wucl, 7Irr.... "~ •
~,..,CM:..,.v.Altlili U.s. TIl . Ii IV, t.o. 1aoIl. AD PoL'Y, FordlcoaaiDa
19M (. &Ie with .....); V~ .. DmdIaa. .. DOle 2, at 12-13; DIeaiI L Wa.- ..
DoaIId j. ltridIl, .t:..,1'Ii II C "",. s.,: n, Cut " ..... .....,.. .. T_. i..... 6
11ft. J. FOUCAa'J'DID 65 (19110); ...... CoMIIJUIIICA~Jl8auIcH, INC., Ta IMPACT ClI' END UID
CHAaGII ow BWAII AIID UIIIVIMU. T&DIIa. SavIca (1-); C..,....IJIcouoaATID, MAaur
~11OIf.0I90ImnmY AIID CowN........ VUUGMllILftY: ,._CcMul..uys VUl.llUA8a.~

In'III U.S.T~~ MAaan (1_) (OD &Ie wia ..dlar); GDAUl W. Baoca, BWAII
ClI'TID Loc.u. Elu:twIoI: A QwmTAnva A ,..1ft (F.C.C. WortdDc Paper Seria No. 12,
1984).

• 5. CoasIlMlJll 01 ........ CoqIondaa at 10. I. ,. MTS _ WATS Market Stnac:rure
(F.C.C. 1_) (Nol. 7..72 lad "2M) [........, WSolada Scudy].

46. SIr FIDUAL·kA'ft JOM' Ibwl. F.C.C. MOlt1'I'OUIC IlDO&'f CC Doc:ur No. 87-339,
at 246 (1"5). SIr. AIhd E. 1t8bD, D1r. 'riP.: r..-,~ ... r..-, F..... 7 YAU.
J. 011 Rao. 32S, S43-K D.fl (1110).

47. Jlllpia et II DOle I, .. 12.
41. ne $2.87 pia it would occur if tbe CCIIIFWDCr purduiIa 110 IIdditioIaIl 1oD&'

cIiItMCI-w:e. HGWmII', tbe__williWy purdIae_1dcIidaII1I UDia0I~
.me.. wbicb baft • value to tbe COMUIDII' ..... daaD die _ price. SIr~. HluHuana•
.. 11IM fl ... IIt-9Sj W...... DDIe 2. at .7-50j JloI:Ien D. WiIUI, e.--'s s.,Ju
W..... ..,..". 6& AM. EooR. llav. ,., (1976).

.... Halpia et II DOc. I, at 12.
50. Lanoa et aI DOte 8.

...•..... . . ''"'' .... , .... ' •. ". ··.;t , :'''7~ :' _..~" .. ' " ......,r-.,"' ':-
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meuured the averqe billa of residential euatomen aDd foWKI that due to the
reduction. in interexc:baDp carrier IICCeII c:barp. correlpGlKting to a $2.60
SLC, .. (t)he averqe reaidential aublcriber'. interawe long-diltac:e biD feU by
16.48 ...,,,JI netting at leat a $3.88 monthlY inc:reue ill ClDIlIUIDer surplus
for residential customen. An unpublished study by StaDford UDivenity Profea
lOr Frank Wolak states: "[b]alancing thete loc:a1 Ien'ice price iDcreuea with
reduction in long-distance 8Cceu c:barpa .. would I'eIU1t if die CI'OII-Rlbaidies

from long-di.tance service to localleJ'Vice were elimia.ted, .,pan to reault in
net consumer welfare pins to the ~ority of housebolda in OW' sample. "R A
recent study finds that aD additioaal $2.60 increue in the SLC for raideDtial
euatomen aloDe would yield a net pin of over 14.00 per IUbIcriber aDd a net
pin in consumer surplu. of over '7 billion aDnu.uy.U On btIuce, the institu
tion ofa SLC or aD inc:reue in the SLC leads to redue:tiona in ...cIwpa aDd
toll price. that are more than compensatory for the typical raideDtial e:utomer.

Surprisingly, it appean that low-income aDd senior ciciaen poupi aIIo benefit
ted from the institution of the SLC. One study found "[t]be low·iDcome area
aublc:riber benefits from SLC with aD averqe biD reducdon of ".39 per
month""; and "(.~nior citizen .ublcriben benefit from SLC. by aD averqe
net biD reduction of $1. 75 per month. "JJ AlIO "[oln averap. low·inCCNDe area
aublc:riben spend about the same amount of money per montla on diIc:retionary
services . . . .. the average customer does," aDd a similar amount on long
distance service." Since the AT&T divestiture, it appears daat toU usage by
low-income households and senior citizen. has grown at a much more rapid
rate than for the population in total.~'

There is reason to believ~ that the e.timated benefits to residential conaumen
in at leat some of these studies may be understated.JI An important factor that
is neglected in these studies i. that the in.titution of a SLC aad corresponding
reduction. in switched access charge. should reduce bypau of the local telephone
company's switched accell service;" reduced bypau should reduce, delay, or

, .. 1~ at 340.
52. Frank A. Wolak. Can Univenal Service SuMve ill a CcIIDpetitiw TeIIcoatmUDicationa

Environment? EvMXnce &om the CCIIUlIJDCI" Expaditure Surwy, Ilemub. Rue.,. Univcnity
Advanced Worbbop in Ilqulation and Public Utility Ec:oaoaaiCI (July 1_) (tnIIIaCript OD rile
wicb author).

53. 1'homuJ. MaIwewia, How CODRIJDeft Would IeDeftt From More JmcieDt TeIecommu-
nic:MioftI Pric:inI 5 (Nov. 1995) (UllpublilDed IIIAIlUlCript, oa file wicb aucbar).

54. Lanoa et aI., ,.". noce 8, at 345 (bltDoce omitted).
5~. It. at 347 (Cooaaoce OIDined).
56. I~ at 345. S. .. TeIepiIoM Compuy Project: DilcaLlJlld S4udy , ... (1993)

(1IIowia, that~ pnMder toll lbr CUIUIIDIIft diecna m d for noapayment
are more than twice u JI'Ul u 1DcaI.mce, IIIId that apIIlditures far optioDaI ...... for CIIIIClCIleft

ill pncraI are nearly u JI'Ul u expenditwW lOr local 1Irvice) (upuWl"",, report OD file wicb
author) (hereinafter CItP DiIc::ouc Study); Halpin et aI., ,.". lIOte 8, .9 (Tab&e 1) (JlQtin,
cbac kJw.iIlcolDe residelltial autGIDen eval tpead 22~ more oa c..- ... Ceatura than the
ave,... eultOIDer 1pCftda).

57. S. Halpin et aI., .. noce 8, at 10.
58. 1~ at 16 (diIadaiD, (our reuoaa why the INdy Iibly UDCIerIweI the laeDefiu to COIlIUIIlCn

of the SLC).
59. S. .. note 44 and accompanyinJ text on bypue.
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eJimjn.te the need to raiIe other IIn'ice prices. ODe ItUdy that incorporates
the e«ecta of reduced bypuI of the 10caI~ CDlDpuly wu produced by
CriterioD IDc:orponMd fol' the Dte ofWiIcoNin ,-IA that ItUdyI the equivalent
of a 12.88 iDcreue in the SLC.fw ,..".,. .fI •.., ...g reaulted in a 13.68
averqoe reduction ill raideatial IDOJltbIy toll cbarpt IDd a '2•.63 ave...
reduction in bu.me. IIIODtbly teD c:bIrpI.'1 1'bIIc ...... re8ect a compariJon
of the rata tIult wauId exiII with a lower SLC IDd biJber twitched access
dwpa IDd ..........lUIIIIeIy bypuI mthe 10caI exdaanse company.
Thia Jada to a lower bouDd te ofaD a..,. iDcreMe in CGIUUIDeI' aurpJus
of1.80 for I'elicleDtiai e:utomen due to a 12.• iBerilK in the SLC for raiden
rial CUltomen 0Dly. ud yieldiDc • 12•.65 JDiDimum pin for buJiness CUI

tomen.·
Several ocher wapublilhed ItUdies • indiceM IbM iDltitution of the SLC

cauJed averase tdepMDe billa to fall.· IA eaatraIC. two uapublilhed studies
au.. tIult the avenp raideDtiII cucmen IDd lDw-iIIcome reaidential CUI

tomen do DOt make eaoup IoDr-efiIt.uce c:aIIa to beDcftt &om the institution
of the SLC." HoweYV I tbae two ItUdiea apparently UDderatimated the reduc
tions in lonc-dilwlce c:barJea that would occur due to the institution of the
~~-

There is abo evideDce that u iDc:reue iD the SLC wiD not pnerally e:aute

customerI to dUcoDDeCt their teIepboae service. Studies by BeIISouth ud
NYNEX submitted to the FCC iDdicate that when lower toU rates ud the
reduced incentive to bypua are taken into ICCOUDt. subtcribenbip is ltIbJe 01'

fiO. PreIIed ......, .......J. AIIIIio OD .......olw-.... III T r." IavaQp-
DOD oldie~ IMerLATA "-CMrpT_ofW' Iatnate CapK-
icy PIa. ad 0dIIr IMIrLATAC., i·.M-. (Pub. Serv. eo.a'a of Will. 1987)
(No. 7621).11\-100) ( to die ' I y) (_ lie willa 1Udaor) (Mremaiter
CriterioD Study): 0'IIdl Scltdy. ,.. 5; CD__• ofdle NYNIXT~Compuria
It 2.1.. " MTS ad WATS ..... Structure (F.C.C. 1_) (NOI. 71-72 ad 110-286) (bereiDafter
NYNEX Study).... i.arpcN'" bJput ia tbeir ....ay...

61. Criteriao s.dy, 60.
62. s. .. 11IiI • die __ .... it • bIIIII -inr CUItOIDUJ..m

DOC .. MtdiIiouI VIIue ...-~ DI Jower.pricId terYice.
IS. u.; IeIISoudI Study, 5. II 20-2. (". COIDJNII'iIcIe dIM dae roW averap

........ biB ..... be .. if _ SLC • u.a..d ID ".00.••) Ii. .. 2.; NYNIX Scudy, """.
DOte 60 ("~, bn- COlt ..... ad JlIIIIidy toll rue nductiDaa
... rariaI- lS.tO to 15.• per tuIIicriber.. per would _ ..o8iet
a S2~ ia die Let .. LiM CMrp." r~); ... C...IIDW, ,.". DDte 2. at 106-+.5
(diro.... _01_ hI' hd JbICIiII); IWpia CllIl.,""'''' 8... 16 (ciiV'''.' __
DI. l"IpWoIil~" ); ... Cuw Hill .. IL.~ ,., ,.,.." -J~ _ .....
r"".., ~ c..w.4.-r __ c..... U. Clap: A a.rir", t/-....,.
~ ..~ftOIlDl 'ftI& ""-DIwam'uu EaA 215 (Albert L. DDielulI I: David
It. Crn'" .... 1_).

It. MAR N. Coona I:0- KIM.... wll. CoMIuJaa f'DaAftOIl Of~ DIvu'muu
PwI THua: SmL CaAaY Ana. ALL TH_ Yuu .5 (1_) (OD me wida audIor): MAD N.
eoo.u &: MI'I'CKSU. StwoDo.~Il CmDIlI J..ouy, Low1_HOUIUClU>IIM ntS POIT
0Ivamvu EaA: A !nJDy Of 1'-....... SvNc:aD8UHIP AIlD U. Dl MJc:H1GAIl 13 (I.) (on
me we audlor). 'ar a brief'diINItinD of tMIe JtUdiea, _ HalpiD CI ai.• ,.. note 8. at 16.

65. S. fWpiD CI ai., ,.. DOte 8, at US•

..... - .• ~., .'l.·, a ••••• ' _ ~ _ ••••:.,.-...••- •••l~ ~.,.. ..-.



SPRING 1996

may actually be greater with a higher SLC.16 1bia appears to be true even for
low-income, elderly and na,..} howeholds. In a Connecticut ItUdy of respondents
withoQt telephone terVice, "(o]fhcNteholda who cited COlt u a barrier to having
telephone _rvice, at least 87~ perceived they cowd afford a monthly lervice
c:harae of S10. ,,61 The Connec:tialt Itlady aIIo foud that of thole C1lItOJDerI

having to payoff debt. from a previoQI telephone IlCCO\lDt before obt.ining
service, 57 percent stated that long-diltaDce ca1II caused all or !DOlt of the
outstanding bill."

An upQblilbed st\1dy for the State of ArkanIu found that only 25 pesunt
of euatomen who diIc:onnect do 10 for "economic re&IOns,''' Of thoee diIc:on
nec:ting for economic reasons, approximately 30 percent somewhat or ICrOIlFY
agreed that the c:harael for tervice to make local c:alls became 10 peat that they
cowd not afford to keep the telephone number, while approximately 60 percent
agreed that long-distance bill. became too great and therefore diIconnected.1O

Another Wlpublished It\\dy71 found that: "(m]ost penonI who diIcontinQe ser
vice for economic reason. do not disconnect becaQte ofhigh localtervice c:haraes,
bqt disconnect due to high taU charge. (among diJcoD.DeCton, the averap local
tervice charge is $14.33 and the average long diJtance biD is $43.88)...72

Studies ordered by the Public Service Commiuion of the District of Columbia
indicate that "[b]y far the largest component of the current outstanding balance
for tustomen who are disconnected for non-payment is the level of interexchange
carrier charge. they have incurred for long-distance services they have \lied. ,,73

IXC toU accounted for 52 percent of the telecommunication. bill for the 3,992
disconnect records in the study, while local teMce accounted for only 21 percent

66. BeIISouth Study, ,.". note 45, 1& 24 ("Monowr, bIcau. die SUO SLC wouJd baft tbe
pcIIitive eft'ecu of reduciq bypau and incraIiDr tolllllap, tbe over dfecI it to iDcreue tbe Dumber
ohublcribcn 011 the netwOrk. "); NYNEX Study,,.,,,. DeICe 60,1&17 ("ebe perea. ofbouKhokll
with telepboDea rauiIIed eaentialJy unc:h'npd ill aD of theIe c • ...,_.").

67. Iluouaca PI.unnNo AND M.4I1'AODGIft' SYlftWI, INC., AIr ....LOaATOaY SnIDY OF Low·
IHCOM& TlUDHon SUIlC..... AHD NOII"SwacIlUU IN CoItIl&C'l'lCVT 7(May 25, 1988) (prepared
for ebe CODa. Dep't of Pub. Vtil. COIIuoI) (011 file with author).

68. I~

69. R.idwd A. Dutton I: Erik I.. HueI, ArkaDau Diac:oaaect Scudy: The Third Pbue Qua.
tiollD&ire (1988) (011 file with author).

70. I~ 1& 27-28. Of tboae diIconnectiar for ic IUICIIII, ",. were for 1cla(-diaIucc
emly, 1'" for local and 1oDc-dialanc:e cbIrpa, ,. for local 0lIIy• .s.. NIDCy E. ICeylon
et aI., Kanua Diac:oaDea Scudy , (1_) (GIl file wida aueber) (11.3" dillCODDlCUld for local oa1y
and 24.5" for local and~ cbIrpa).

71. Souea.-.em IeIJ Tliepbaae Rewa and Public A&in, BaInclaIic Aaalyiia ofSubicriber
Line C...... 7 (1987) ('"'P'eb!iaMd GIl file wida ......).

72. ClIPT~Campu, T Project DaaMo-Daar Survey (199') (un-
publilblcl nrport ora file wida audIor) [ber 'an'" C&P SuJ"eyJi au DiIcDaDect Study,,,,,, DOte
56; CAP T..... Compuy T..... PeDecratiaD Project R.m. 0I1urien 10 Genial BKk
on the NetWOrk (199') (unpublillMd report GIl &Ie widI auellot) (bereiu6erauR.m. oflarrien].

73. Letter froID SMrry F.......y ... Midaael D. Lowe, Aa:ameya _ CAP TeIepMDe Com'
puy 3 (Oct. I, 199') (reprdiaf CAP', ..d...i.... 01 ..... pIDItI'IIioa 1CUdiea)• .s. ...
Nociceof~ R.ulemakinl, I" "AmeIldIDeat ofebe CoauDiaIioD'lllule and Policiea to lDcreue
SubacribenlUp and Ville of the Public Switebed Network, (F.C.C. 1"5) (CO Dodret No. 95·115)
[bereiaafter FCC NPR.M 011 Sublcribenlaip 1995].
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of the biD. 74 A IUJ"YeY of pboaelea CUItOJDen ill Camden, New Jeney, also
found the size of the toU biD wu .ificant while U[n]o one checked monthly
rental (local pbooe) cbarps aIoDe u a reuoD for dilCOlllleCtion."75 Thia study
.., found that at leut W of the pbcla:eJ_ Ud VCIU and indicated that
television or cable televilioD wu more important than telephone 1eI'Yice.7t In
retpOftIe to the body of mdeDce about the imponanc:e of IXC toll biJls for
CUItOmert who Ire dilCODDICled, __ anaIyIta have railed the iaue of toU
reItric:tion for IOIDC d.-. of c:uItOIDa'I, wbcre tGII calling is either completely
ratric:ted or limited to ... IIDQUDC."

A very detailed 1993 IIII'YC'Y of ...... CUIUDen ill California contains
lllaDy noteworthy fiDdiDp." l'baDeln_ is DOt euily eliminated with lower
monthly telepboAe cbu1a IiDc:e JUDy 01_ POUP Ire I"CDters (often the exiI·
teDce ofrotmtmlcaladl to ..... Oftl' pboae biIJI) audlre hiably mobile."
MaDy of the pho..... do DOt &ad beiDr without a pbone u hiPly inconvenient
lIDd one IUJ'VeY touDd that .5 perce:nt Ud IIGfIPId .rric:e tbemIeJv•.• In
mdicion, many pboneIeu have never bad pboDe III"Iice lIDd have never tried
to Ft it.11

Dixonnection does DOt appear to be .lUbItantial problem for JeDior citizenJ.
An UDpubliabed ItUdy of the .. of KaDIu baud that leu than 3 percent of
the boulCholck diIcoDnectinl teJepboae ICI'Vice bad • naident older thaD 65.
ADotber unpublilhed Itudy ..a "in poeral the AmeriCIDI IDOIt prone to

pbonelamCII Ire DOt ruralllDd elderly u ia ofIal auumed.""
CJurly, public policy CODCe1'III over UDiverullll'Yice should DOt be met with

blanket subsidies to all ICIidentiai subIcriben. Kuerman and Mayo note:

Not oaly doea the~ nature of the e:urreDt tyIteIIl of ~lUbIidiationpro
vide lUbIidies to a larpr P'OllP tbu ei&btr of tbe abow policy ... juatifia, but it
- createI the poIIibility 0(penene paymeall daM caaIict with fUDdamental hOtionJ
ofequity. For example, such • policy may traIIIfer fuDdllrom ntladveJy poor sublcrib
en with • )*tkululy heavy cIemud for~ calls, NCb u older citixDl
whole familia have moved away, to reIativeiy walthy IUbIcriben who CODfiDe the

7•. S. c.P DiICOllMCt Study, """. ... ", .. 3. "t.oc.In ill deIDed 10 adude the 1Uhlcn1ler
-.......~.

". S. Mihan MueIIr • Jorre ll. S., nt, UDivenaI Service 6'0lIl the Icrc1Dm Up: APrvIiIc
ofT--.auaic.&ioaI~ iD ea..a, N.wJ...,' (1995) (up"""'" -.ely by the llutprl
U.u-.icy Project GIl lDIDnuciaD Policy ............ Bell AdID&:ic) [~CaIDdea Study)
(GIl file wida 1UdIor). HOle boweftr, dIIt .. -.ely 11M • Y8IY .... _pie 1iIC.

76. l~ .. U.
71. s., ,.,., roc NPaM GIl 54. iller.... 1995, """. ... 73, • 7.
71. FIILD .....acH CouoMftOII,~ Of'~ SIaYIca (1"3) (llellll'Clt

cadi cT8d lor G....a T......, ud ,.. Bell T ) (GIl file wiG ).
79. l~ .. Sol (96" -.e ,...1Dd 52,. .bid Jiwd curreat thIfI ODe

,..,).
•. 1~ .8-5, So7 (30" .y it iI DOt iacorlftaieDt ud aaaclMr 21,. _ ic u ICIDIIIWhIt iDcCIDw

aieDt 01' oaIy IIiPdY iDcIlIaveaieDt).
81. 1~ • Sol' (35" !law ae¥eI' hid pIIaae.mce IDd of.. 79,. haft IMlftI' cried to pc

if).
12. Xeytoa et 11., s.- DOte 70, .. S.
IS. CUIdeD Study, """. DOCe 75, .. 5.
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bulk of their raidential calla to the local CIlCbu,ge, perilapl becauIe of~ to a
WATS line at work. This IOI't of r~rr-i?'etrulfu it inimical to the aoaIa of iacome
rediatribution and uniYel'la1 RrYice.M

M. Ka.rmu It Mayo,~ note 1J, at 1'9,
85. Ka.rmaD et aI., SII/IN note 2, at 2+4-45 (t'oomoce omitted).
86. HaUIFIIU et aI. 1993, SII/IN note 26, .. las.
87. SIt,...u., TAYLOa.~ note .3, at 85-128, aDd IOUrceI cited tbeniD. EapiricII ......

01 the deawId eIaaicity of raidentiallocallNbIcriber --=- at CW'mlt pricee aDd ,..
1ft vimIaIly alwaY' below ·.1, _ pDenIIy below -.05. Tbia ...... aD __ • the SLC
equivalent to. 10~ iIlcreue ill the price orbelielocIIterVice would c..-"'''•.5" ,._ttioa
ill the qwmtity of Ioca1Ie1'Yice demucIed. all odler .... equal, i.e., aD c6eaiIII..-acm
ill toll prica. With Ul otr.eninl reductioIl ill UIII priceI tbis e8'ect be e¥eD ...... SIt..
CaAHIlAI.L. ,.",. note 2. at 110-25 (diIcuIaiIII the~ of the aiIciDI SLC: ".'" 01 lower
[1ocaI telepboDe) rata Oft even the~ or bat· .. rH, is YaY u. • U8).

ea. "I...iIeIiM" is. CeclenDy lDIIIdated INbcidiIed belie terVice for Iow-m-...
be&ds. NDded by interexdw'ap carrien. SIt Ifltf MTS aDd WATS MMUt lknacture, 2 F.C.C.Il.
252+ (Ita7) (Rec:omDleIIded Deciaioa IIId Order). Howewer, • audy bp Pvk 6: MitcbII .....
that peDeCntioD rata lift reIaciveIy ....... bp ... terVice pric:iDc ow IireIiM Tbe
audy &ada tbaa lifeline PftII"IB'I e:u I'IIUk ia INt. ria' tnDden or ".. iIIIllOIDe
to lower iBcoaae iDdividuUa but peDeU'I&ioo rata lift 1'IIaciw:iy ..n· 1lOLLA L 'AU 6:
8arDou. M. MrrcHa.I., llANO Cou" Loc:As. T-....on Pa1cnIo AlaI U1I1YUaAL 'fa.DMoq
SaVlC& (1989) ("At c:urraat price levels. MidIer opdoaaI meaaured nor IiIIIiDe r-. baft
much e8'ect OIl telepOoae peaecnbaD evea ...... low iDl:Ioee bou •• U. at v.); ClliIeopDer
Garbacz.~I die IapM:t of FCC LiiItiDe ad LiaIt Up Propuu OIl T..... r..traQoa
Ouiy 5. 1995) (unpubliabed ..-ucripc, OIl file wida ...) (preteaced at tile Illl'" UnMnity
Advanced Worbbop ill llecWatioca IIId Pu.bIic Utility EcoDomicl) < of. vuiuI 01 Pert',
ecaaoaaic model widr J990 CeNua Data braIr.eD to die IWe level iDdicue drIl naa wry Iarp
expendinue iDe..... 011 Lifeline uad LiDltup prosruna bave little eft'ect 0Il_"''''''' ,-radoo).
An anide by Makarewicz indicatet that LifcJine c:uItCaerI do .peDd lea OIl iJuerLATA 10lIIdiItaDce

....
In a separate study, Kasennan Uld Mayo find no empirical evidence tIIat subsi
dizing local service enhances univena] service. "[W)e find no evideDc:e that
sublc:ribenhip levels . . . exert any inBuenc:e on the level of sublidiHtion c:bosen
by the vanous state public utility COIDJDiaiona. . . . [T)he crou-aubIidy mecha
nism bean no causal relatioDlbip to the policy aoal of universal service.·..

Another empirical evl1uation arrived ac aimUar conehmons:

Our model eatimatet demODlU'ate that iDcreued economic efticieDc:y DeIllI DOt lad
to decreued penetratiQn. hadeed, the eYideace from the period after the brakup of
AT&T during the J98O'. tmda to Ibow that increued pcnetratioD reNIaId ill pan
from the combined effect of hisber monthly buic accCII c:harIa (the SLC pluIlocal
lel'Vice c:lwtes] and lower long-distance pric:a.-

An increase in the SLC with an oft'settinl reduction in interexcbu. carrier
KCeII charges (and an expected reduction in IXC toU service prica) cIoa not
appear to pose a threat to universal service. For the averqe CUItCllDer, the
eventul1 reduction in toU bills thac should occur due to the reduction in interex
change canier access charges wiD more thaD offset the SLC; averqe toe.I tele
phone bills should fall. In addition, it is weD-known that customen are not
sensitive to changes in local rates. I? Therefore, an inereue in the SLC wiD not
harm universIJ service and should reduce the total telephone bill of the average
telephone customer. Any residul1 concerna over universal service IboukI be
met with a means·baaed "lifeline" service,- government telephone ••iuance

.. ". . , ....
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JII'OIf'UDI,. low·priced IDeIIUI'ed Ia¥ice opcioDI,1O aDd poaibIy a JiDk·up
America·type 1CI'Vice.'I It may be UII6al to lIIectiwly attempt to iDc:reIIe cu.·
tamen' awarenea of thae ofleriDp.· 1"beIe protnIDI may or may DOt be
welfare improviDr;" bowner, they Ire clearly superior to bIuket aublidiea
to Ioca1 service CUItOIDen. "U direct aublidiel CIIl be tarpted It low·income
coaJUJDen, the iDefBcieDciea ill auch a PJ'OII'IIIl will surely be laa wuteful than
the croll aubaidization of .u local .mce ad the Jarae aubaidia to .u JUral
COI1IUIIlen. "M

VII. rraaclaile 0WIpd-e" Oae-Time
r.alitiel t COItI

One of the di&icuIt ... ia 'UDjacjog· priciar is dealiar with the
Iarp COllI o( placiDr (ditiea ,.. ill IId¥aDc:e of IICtual clem-ad for Ia'Vic:e
by CUltomen. Such COItI are iDcurnd ....., ia~ to udafy the hDchiae
obIiption" to serve aD CUIIOIIIeI'I ia a tiIDeIy m-nDer. A Iarp proportioD. o(
tbae COlli are infruuuetun-like COIIIt IUdl u tnDCbinc or poles, and copper
or fiber. nne COllI will vary with die n...... of CUItOmen aerved, but wiD,
in ..... pan, be iDdepeDdent of wbecber the CUItOIIler aaudy .. up (or
1CI'Vice. In economic puiaDce, tbeIe COICIIre ......y aunk at the time the LEe
iDcun them ill order to aaciIfy ita InDcbiIe obIiption. Economic: efIiciency
pncrally requires that price ItnICtUl'a reIec:t COlt ltrUetureI. In this inItance,

... avente .......1iaI cun•••n . .r.n-J. u+ ..... 7It" ,. •IV I{z-.r_ T""
,..Am- ".,. .: S fl. '.. "",', ..., 15 TuIlOO"H. PoL'v 223. 233 (1991). S.
"...u:, CaAIfDoW.,.~ ... 2•• 140;~ • V_v.., ,.. ... 2, 1& 22.....5.

•. S. La-D L.J~. JlANI)ea...,.........AIIC& PIooaMII JIOa Low·1JICOM&
HouIaIoLDI: A Pt. _MY A , ....,. (1-' .r.. Y+nwicll. ,......; TAYLOa,~

...3. 1& 106-07. ci1iDc~ Taylor. 0. KridIl, .....D..-j. A-. ... r......
~ ill TlIUCONJIMIICAftOIII n.w. .....,... (A. De 'ODeIIIay « .a ItIO) (DOrine
dill ina Texaa, • iIDpIICl _ Jcal p'E II'" 01. __ ina • SLC iI by ...., tOlJ'.... 01 ............,,01., ).

10. 1'1ae v.- ..;ant)' 01N.ilhali.ac-. ,..'.'" leal c:aIIIIIf willa flat ,. optiau.
S. Y·lrrmwicz.~ .. •. "'.

tl. "J..iak-up-A-a" ,-.-. CIIIIHiIM 11I''''lIDe .me. CMDeCdoe s.r. "
MTS UId WATS ManUt SCnaceuft. 52 ,Ili. ... It._ (F,C.C, 1917) ( n DeciIioa
.... Order). s.,..".., MrrcNau.. VC!QIII"''',''' _ 2. &I 22.....5; YaIaIftwicz.,.". DOle••

92. S. '.,.. DuUGII • Hull, ....e, • 25 (iadictriac .. 92" or 93" 01111II aadnta
wino cIiIcaaDected dIeir 0IIIy Dumber for au ._amic~ uau-t III rue ..we). Oller""
01 QIMIDerI 1M ina .... ill wbida liDk·up F.... an aVlliWlle .... _ 70" 01 auca.en 1M
ill ..... ina wIaidllileliDe iI available. S. '~·SrAftJoatr 1ooutD, ,.",. .. 46, 1& 76 (Table
2,1).

", .r. ill.
M. CaAIfDoW.,. ,.". ... 2, &I 119.
t5. FI'lUIdaiIe +Hp';•• it ........... JIliIniIuI .me. .......,..... s.. ,.,.. Pua.

U'III- CoM..'., 01' Ta., ....AIITIYa I.U1oa t 2UI.. (1_). s..DIuiI L. W..... e-,.;.
..M.Itc .. c.MJ"z..- ...,. ru.. lhL 'oaT., July 6, I•• at 17. .r."...u:, DeuiI
L.W.......~~T..,.:.9 F l",.n-r'f til......,....,..will.r. D'
--~. 5 Y.v.aJ. Olf bo. Itt (1_) (dIIaibiac die implied caDCnCt oIhad1i1e obIipboD
fadq local teIe... COIIlpaaia).

'. ... "-.,,,\ , '-' ..~~."":'~.
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efficiency su... that one-time coati incurred to honor the~ obtiption
be recovered through a one-time c:barp. For inatanc:e, it IUY be poaible to
recover coati through a charge to developen (or the Iut .......,er mile of
network neceuary to serve the subdivision pianned by the *"Ioper.• In this
way the one-time COlts are recovered through a one-time daarF to the COlt

causer.
At local competition continua to expand, it will becoI.e inaaliDpy im

portant (or LEe decisionmaken ud rqulaton alike to .........- the true nature
of economic coati. The COItI incurTed to aatisfy the franchite oIIIiption to serve
all CUltomen on a timely buiI become Jarae1y IUDk at tile tilDe the facilitia
are put in place. Economica dearly i.Ddicatel that IUDk C08 IIaouId be ipored
for all purpolCl except a determination o( a total rue _ .. l'Ilte-Of-retum
rqulation.

There are imponant policy implicationl in two types of' circum_DC": (1)
when the incumbent LEe hal exilting facilitiea, and (2) where DeW r.clIitia mUll
be pIKed to serve new cultomen. CoDlider fint the caae ofailtiDl facilitiel in
the (orm o( a hypothetical example. For a typical CUltOJM:r, the LEe lpent
51,500 in capital inveatment that will be unaft'ected by an, ftature deciIionI by
the LEC or the cultomer (the 51,.500 is sunk). For cue ofCllculation, uaume
that the 51,500 coukl have been recoveted (at lealt in the pM) throup a 515
monthly charge. Alao, there are COllI o( M per month of _ply keepin, the
line functional and able to be used by the cultomer. FiDIIIy, there are COlli
cauled by usage or traffic by the CUltomer; (or a typical .......,. thae uuge
COlli are, hypothetically, $6. In the put, these COllI have been lumped together
to describe the ••COlt" o( basic local exchange service (bodlsublcriber acc:eu
and local uuge). In thil inltance the "COlt" would be 525 per JDOnth (515 +
M + 56). Without a subsidy to thil service, the monthly price for buic local
exchange service should be at lealt 525.

However, in this example, the 51,500 initial inveatment doet not vary with
the cultomer's decision to have telephone service o( any kiDd. The 51,500 hal
already been lpent and is sunk. An economically efficient price structure would
be one in which the 51,500 il recovered throush a one-time charge to the
cultomer or developer; 54 is recovered through a monthly recurring charge;
and the $6 in traffic-sensitive COltS are recovered throup a tnJ!ic-senaitive
charge. Joint and common COltl o(the company would be rec:overed through any
o( the charges depending on demand conditiona and other market information.

Funher auume that new technololY is availabJe in certain areal (e.g., hish
denlity city centen) in which any firm can provide telemmmunicationa IUb

scriber acc:eu for 516 per month with no sunk COllI. 11aia new technology
provides the same accea service u provided by the old tecbnololY throush the
51,500 initial expenditure and M monthly recurring COlt. AIM» auume that
traffic-sensitive costs are identical under each technology, at 56 for the average

96. '!be developer may chooIe to only place Cacilitiea to a c:ertaia proportioD of bouMa. e·I.•
92 ~. ofl'erinl lOme houIea without telepbonc accea at a diIcouDted price.
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CUItOlIler. If a DeW eatrant ..ploys the new ted:molocY ill the city celltel', it
would appear that the DeW CDtnDt it more efticieDt thaD the LEe with COati

for a IUblCriber-IlCCe.-oDIy .we o( oaly '16 utd a Oat rate local Ief'Vice
(KCftI and tnfticIUIIp) lit S22 ('16 + 16)." The entrant appears to be more
efficient than the LEe uad therdxe IbouJd be able to price the LEe out of
the market.

However, this appaI'IIDCe it iDcarrect aDd it bued on an improper compan
IOn of LEe sunk COltS with 1M praIpeCtive COltS of the DeW teebac*»lY. The
LEe, in this example, contiaun to be the 1eut COlt, IIlOIt elicient provider
in the city ceIlter uee a larp proportion of tbe hiItoric COlt of JUdng fIlcllities
it now IWlk and iIlvariaDt to decilliDu reptdiq the ODIOiag pnwiaion of ser
vice. Sound buainea deci__, ... pubtic policy, aDd economic dBciency
all ipore sunk COllI for JII'icUII purpoIeI. The forward-lookiDg COlt ofproviding
accetI aIcme, where facilitiel *-Iy aUt, it M for tbe LEe, IlDd the averqe
forward-looking incremental CDIt for buic local ac:banaelel'Yice would be '10
ill this example (M IlCCeII + 16 ~). TbeIe COltS Ibould form the lower
bound for pricin, IeI'YiceI ill the flee o( CIDJDI*idon ".f*iJiIMs ... etiIt.

If the LEe bu not aIrady rec:cmnd the '1.500 initial iIlYeltlDeDt, competitive
entry in the city c:eDter may CAUIe the repriciag of other Ilel'Vica or rmanc:ial
damage to the LEe. Tnditional n&e-of-retuJ'D atablilbes a "nte base" and
revenue requirement for the repIMed firm tUt~ historical iIlvestmenu,"
Any undepreciated ponion of a IIIDk iIlvatment remai.u in the rate hue of
the LEe. Under any replatory eavironment, it it pouib1e that IDU'ket condi
tions wiD chan. suftic:iendy such that the inc:umbent will no loqer be able to
recover itl hiltoric invacmeatl even if the firm it sranted complete pricing
freedom.- 'The existence of any stranded iIlvatment (sunk COltS) today requires
that regWators move to .now IIlOft rapid depreciation of IIIetI now before
market conditions preclude the realization of IUch compensatory recovery in
the future. 100

The second policy i..ue involvel the continued placement of new facilities
for new customen that will become sunk upon investment. A. new customen
move to new rural or uncoDCentrated suburban locations, the provision .of
telephone service requires additional investments in facilities, which will ~
come sunk when placed. The COlt of providing setvice in these circumstances
may be much higher than the cost of serving the average customer and these

97. If DeW faciIitiea were ....... ill die city c:eD1eI' (e.,., for a DeW~ lacatioo). the
iDcaIbaat LEe would IiIreIy deploy die DeW redmlllaa • weD.

91. HiIlDriAI bw die rewaue die repIaaed ftraa ill ... to alD.

However, tMIe IIIouId die lower bouad lor pric:iDf i8di¥idua1I11Yice1,
A IiaaiIar problem ClllCUft ill N¥eIW die YlIIuc of the .... of a CCIIDpany
aceed !be biItorical value OD die boob (. mipt occur wida Iud buiWiDp).

91. S. Mic:bae! A. Crew R.. KIeiDdorIer, ....... !JIIt ' ~ ,...
.... C.... 1IiiM .. r.h,'. r' a.., +J. M Ibo. 1!corI. 51 (1912) ("nere ill a _Red time
Cor repIaton to tUe remedi8I 1ICCiaD, .-I if' timely aaioa iI .. Wren tbere ilDO lIltenaatM but
Cor the COIDpany to WI to recover __ of iu capital." It. • 51).

100. It.
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costs are exacerbated by the franchise obligation to place facilities before
demand actually materializes. These investments are risky in part because
future technological innovations could make them obsolete, or at least provide..
only limited opponunities for capital recovery. Placins facilities to serve all
customers in a timely manner requires construction in hip-cost, long-route!
long-loop, and low-density areas and the creation of a ..bstantial level of
underutilized capacity. These high-cost operations argue strongly for revising
the franchise obligation. It may become necessary that hiP cost areas only
be served when demand actually exists, with some delay. Also, high cost
areas may necessitate up-front construction charges or higher monthly
charges. Some customers, in high cost areas, may have to be satisfied with
cellular telephone service. The traditional franchise obliption may simply
be unrealistic in the face of increased competitive pressures, or may at least
create costs greater than its value.

VIII. Conclwion

The subscriber line charge currendy produces over $6 billion in annual reve
nues to the LECs. However, LEe traffic-sensitive switched acc:eII charges to
long-distance carriers produce over $11 billion in umual rewenues in the inter
state jurisdiction alone. Despite the institution of a federally mandated SLC of
up to $3.50 for residential customen, the SLC is ineftlciendy low, while switched
acc:eu charges and long-distance rates remain too high. ThiI policy condusion
is more obvious when one recognizes that the nontraffic-renaitive COllI of basic
subscriber loops are not common costs to 1M I«IIl tNfJlunv~, of producing
telecommunications services, .even though the price of loal service may be a
common cost to 1M customer of various activities. It is best to CODIider eustomen'
access to telephone networks as a separate service bec:au.e ..,oper cost analysis
is more obvious in this context. Resardless of the consideration of so-c:alled
loop costs, fully distributed costs cannot be used to justify the current high levels
of switched access charges to long-distance camen or the low level of the SLC.
The superior economic efficiency of increasing the SLC and reducing long
distance rates appears to be sufficient to fuel gains to CODI\UDen; consumer
surplus should be greater since customen' total bills (SLC plus long distance)
will fall at current consumption levels. This factor and othen indicate that
univenal service need not be threatened by the proposed policy of an increued
subscriber line charge.

This phenomenon is not confmed to federal regulation. In the states, there
has also been a longstanding tndition to price intrastate acceu and intrastate
toU services at rates that are inefficiendy high. Instituting an intrastate SLC,
allowing lower toll and access rates, offen the potential for tremendous pins as
well. Going forward, it will also be useful to distinguish between the expenditures
necessary to fulfill any franchire obligation to serve all cullOmen on a timely
basis, and the costs that should properly establish the lower bound for pricing
subscriber access services.
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